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COST  OF  LIVING  COUNCIL 

[6  CFR  Part  150] 

HEALTH  CARE 

Notice  of  Proposed  Rulemaking 

Pursuant  to  Executive  Order  No.  11730, 
the  Cost  of  Living  Council  is  considering 
the  adoption  of  the  regulations  set  forth 
in  this  notice  effective  January  1,  1974. 

On  July  19.  1973  the  Council  removed 
institutional  and  noninstltutional  pro¬ 
viders  of  health  services  from  the  Coun¬ 
cil’s  freeze  regulations,  and  continued  the 
Phase  n  and  Phase  HI  mandatory  con¬ 
trols  applicable  to  these  providers.  It  was 
indicated  at  that  time  that  the  continua¬ 
tion  of  these  controls  was  intended  to  be 
an  interim  measure,  and  that  new  regu¬ 
lations  governing  providers  of  health 
services  would  be  developed  and  issued  as 
a  separate  subpart  of  the  Phase  IV  regu¬ 
lations  after  extensive  consultation  with 
the  Health  Industry  Advisory  Committee 
of  the  Cost  of  Living  Council  and  other 
interested  health  care  providers  and 
consumers. 

On  August  9,  1973,  the  Council 
amended  Part  150  of  the  Cost  of  Living 
Council  regulations  to  add  Subpart  O — 
Providers  of  Health  Services.  Subpart  O 
continued  the  Phase  n  and  Phase  IH 
rules  applicable  to  institutional  and  non- 
institutional  providers  of  health  services, 
and  merely  removed  the  price  rules  from 
Part  130  to  Part  150  without  substantive 
change. 

Since  July  1973,  numerous  meetings 
and  discxissions  have  been  held  by  the 
Health  Industry  Advisory  Committee, 
subgroups  of  the  Committee  met  fre¬ 
quently  with  members  of  the  Cost  of  Liv¬ 
ing  Coimcil  staff  for  the  purpose  of 
formulating  proposals  for  discussion  by 
the  fvill  committee,  and  comments  and 
recommendations  were  solicited  from 
other  health  care  providers  and  con¬ 
sumers.  The  proposed  rules  have  been  de¬ 
veloped  through  this  consultative  process. 

Many  critics  asserted  that  Phase  n 
rules  were  unfair  and  inequitable  in  that 
they  tended  to  place  all  economic  sec¬ 
tors  under  the  same  set  of  rules,  thereby 
ignoring  legitimate  differences  among 
them.  Thus  health  care  providers  were 
lumped  Indistinguishably  into  two 
groups:  The  institutional  and  the  non- 
instltutlonal  providers.  Phase  IV  is  pre¬ 
mised  on  the  recognition  of  those  differ¬ 
ences  and  takes  a  sectoral  approach  to 
economic  stabilization.  This  approach  is 
apparent  in  the  proposed  treatment  of 
the  various  institutions  and  professionals 
in  the  health  care  industry.  This  publi¬ 
cation  of  the  first  sections  of  the  rules 
includes  separate  sections  for  medical 
practitioners:  acute  care  hospitals;  long 
term  care  institutions;  and  Health 
Maintenance  Organizations  (HMO’s) 
and  HMO  providers  of  health  care.  Very 
shortly,  the  Council  will  be  issuing  for 
comment  proposed  forms  to  be  used  by 
the  various  health  care  providers  for  pur¬ 
poses  of  monitoring  and  compliance. 

Rules  regarding  coverage  and  exemp¬ 
tion  of  other  categories  of  health  care 
providers  not  presently  covered  under 
these  rules  will  be  published  separately 


for  comment  in  the  near  future.  It  is  con¬ 
templated  that  those  providing  products 
and  services  to  providers  of  health  care, 
such  as  dental  laboratories,  will  not  be 
covered  by  the  rules  governing  providers 
of  health  services  imder  Subpart  O  but 
will  be  included  imder  Subpart  E  of  this 
Part  relating  to  Manufacturing  and 
Service  Activities.  It  is  also  expected  that 
not  all  classes  of  health  care  providers 
presently  covered  under  the  Phase  n  and 
Phase  III  rules  will  be  included  under  the 
final  Phase  IV  rules  governing  health 
care  providers. 

In  issuing  this  notice  of  proposed  rule- 
making,  the  Coimcil  is  inviting  public 
comment  on  the  price  control  rules  con¬ 
templated  for  Phase  IV  which  are  con¬ 
tained  herein.  Interested  persons  are  in¬ 
vited  to  participate  in  the  rulemaking  by 
submitting  written  data,  views,  or  argu¬ 
ments  with  respect  to  the  proposed  reg¬ 
ulations  set  forth  in  this  notice,  to  the 
Executive  Secretariat,  Cost  of  Living 
Council,  2000  M  Street  NW.,  Washing¬ 
ton,  D.C.  20508.  Comments  should  be 
identified  with  the  designation  “Pro¬ 
posed  Phase  rv  Health  Care  Docket”  and 
should  be  organized  so  that  those  dealing 
with  a  particular  type  of  health  care  pro¬ 
vider  are  separate  from  those  dealing 
with  other  types  (i.e.,  on  separate  pages) . 
At  least  10  copies  should  be  submitted. 
All  communications  received  before  De¬ 
cember  1,  1973,  will  be  considered  by  the 
Council  before  taking  final  action  on  the 
proposed  regulations.  The  proposed  reg¬ 
ulations  contained  in  this  notice  may  be 
changed  in  the  light  of  comments  re¬ 
ceived.  All  comments  received  in  response 
to  this  notice  will  be  available  for  exam¬ 
ination  and  copying  by  interested  per¬ 
sons  at  the  Cost  of  Living  Council,  2000 
M  Street  NW.,  Washington,  D.C.,  during 
the  hours  of  9:00  a.m.  to  5:00  p.m.,  Mon¬ 
day  through  Friday.  Submissions  will  be 
available  both  before  and  after  the  clos¬ 
ing  date  for  comments. 

§  150.50 1-§  150.504  General 

Section  150.501  specifies  the  scope  of 
Subpart  O  and  the  applicability  of  its 
provisions.  It  provides  that  these  rules 
apply  to  medical  practitioners  effective 
January  1,  1974;  to  acute  care  hospitals, 
long  term  care  institutions,  and  Health 
Maintenance  Organizations  (HMO’s) 
beginning  with  their  first  fiscal  year 
commencing  on  or  after  January  1, 1974; 
and  to  HMO  providers  of  health  care  be¬ 
ginning  with  the  effective  date  of  these 
rules  for  such  providers.  This  section 
also  specifies  certain  special  cases  when 
a  health  care  provider  is  subject  to  the 
rules  applicable  to  another  type  of  health 
care  provider. 

Section  150.502  provides  that  for 
health  care  providers  covered  under  Sub- 
part  O  whose  current  fiscal  years  will 
end  during  calendar  year  1974,  the  rules 
currently  set  forth  in  6  CFR  300.18  and 
300.19  will  remain  applicable  until  the 
completion  of  the  current  fiscal  year. 

Section  150.503  contains  the  defini¬ 
tions  specifically  applicable  to  providers 
of  health  care  services. 

Section  150.504  provides  that  all  pro¬ 
spective  rulings  Issued  under  the  Eco¬ 


nomic  Stabilization  Act  prior  to  January 
1,  1974,  to  providers  of  health  care  serv¬ 
ices  covered  under  Subpart  O  remain  in 
effect 

Sections  150.508  through  150.513  Med¬ 
ical  Practitioners.  These  rules  retain  the 
basic  framework  of  Phase  n  and  Phase 
in  price  controls  on  medical  practition¬ 
ers,  but  contain  the  following  major 
changes: 

The  allowable  annual  aggregate 
weighted  price  Increase  is  raised  from  2.5 
percent  to  4  percent  (§  150.508(a)  (1) ). 

Price  increases  for  individual  services 
over  $10.00  are  limited  to  10  percent  an¬ 
nually,  and  imder  $10.00  to  a  $1.00  an¬ 
nual  price  increase  (§  150.508(a)  (2) ) . 

Price  increases  for  independent  prac¬ 
titioners  providing  health  care  services 
under  fixed  dollar  amount  contracts  are 
limited  to  6.2  percent  annually  (derived 
from  the  general  wage  guidelines  of  5.5 
percent  for  wages  and  .7  percent  for 
fringe  benefits)  (§  150.508(b) ) . 

Aggregate  weighted  price  increases  are 
determined  using  weights  based  on  the 
previous  calendar  year’s  billings  rather 
than  projected  volume  of  services,  and  a 
formula  for  precise  calculation  is  pro¬ 
vided  (§  150.508(d)). 

Cost  justification  is  no  longer  required 
for  price  increases. 

A  limit  has  been  placed  on  the  length 
of  time  the  profit  margin  test  (called 
revenue  margin  in  these  rules)  is  in  ef¬ 
fect.  When  a  price  has  been  increased 
during  the  first  fiscal  quarter  over  the 
price  lawfully  in  effect  on  the  last  day  of 
the  preceding  fiscal  year,  the  revenue 
mai^in  test  applies  only  during  that  fis¬ 
cal  year.  If  the  price  is  increased  after 
the  first  fisesd  quarter,  then  the  test  ap¬ 
plies  during  both  that  and  the  succeed¬ 
ing  fiscal  year  (§  150.509). 

A  section  has  been  included  to  specify 
the  rules  for  pricing  when  a  group  prac¬ 
tice  has  been  formed  (§  150.511) . 

A  requirement  for  posting  a  sign  stat¬ 
ing  the  availability  and  location  of  a 
price  schedule  is  set  forth  (§150.512). 

Specific  factors  have  been  set  forth 
which  the  Cost  of  Living  Council  will 
consider  in  reviewing  requests  for  ex¬ 
ception  to  these  rules  (§  150.513) . 

Sections  150.516  through  150.525 
Acute  Care  Hospitals.  The  basic  price 
control  limitation  on  hospitals  of  ag¬ 
gregate  annual  revenues  in  Phase  II  and 
Phase  in  has  been  replaced  in  Phase  IV 
by  a  limitation  for  inpatient  care  on 
charge  and  expense  increases  per  admis¬ 
sion.  In  order  to  encourage  the  sub¬ 
stitution  of  less  expensive  ambulatory 
care  for  inpatient  care  where  possible, 
and  to  recognize  the  nature  of  changes 
in  service  intensity  in  the  outpatient 
areas,  separate  limitations  are  provided 
for  outpatient  care.  The  previous  system 
focused  on  the  average  daily  rate  re¬ 
imbursed  to  the  hospital  by  cost  reim- 
bursers  and  to  the  extent  they  could  be 
measured,  on  the  revenues  from  changes 
in  the  prices  of  individual  services.  From 
the  point  of  view  of  the  patient  and  third 
party  payors  who  claimed  to  have  little 
Influence  on  the  number  or  nature  of  the 
items  which  accumulated  on  each  bill, 
the  restraints  on  costs  were  asserted  to 
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be  unclear  and  of  limited  effectiveness. 
By  contrast,  the  incaitlve  to  control  costs 
and  to  reduce  the  len^rth  of  stay  for  the 
patient  is  built  into  the  Phase  IV  sjrs- 
tem,  which  focuses  cm  the  average  charge 
and  average  cost  of  a  complete  stay  in  a 
hospital.  As  a  result,  there  is  no  require¬ 
ment  for  cost  justification  of  price  in¬ 
creases  under  these  rules,  and  the  profit 
and  revenue  margin  tests  imder  Phase  n 
and  Phase  III  have  also  been  eliminated. 
This  should  allow  hospitals  greater  flex¬ 
ibility  in  responding  to  local  cost  pres¬ 
sures  and  also  provide  an  incentive  to 
improved  efficiency.  It  is  expected  that 
hospitals  and  third  party  payors  will  as¬ 
sume  a  major  responsibility  to  ensure 
that  the  intent  of  these  rules  are  fcd- 
lowed  and  that  unnecessary  admissions 
will  not  take  place. 

The  main  features  of  the  rules  relating 
to  acute  care  hospitals  are  as  follows: 

The  basic  limitation  on  a  hospital’s 
increases  in  inpatient  charges  and  ex¬ 
penses  per  admission  in  any  fiscal  year 
is  7.5  percent  ( §  150.516) .  When  there  are 
significant  changes  in  voliune,  adjust¬ 
ments  are  provided  for  to  reflect  the 
fixed/variable  cost  relationships  of  hos¬ 
pitals  (§  150.517).  The  factor  of  43  per¬ 
cent  used  to  calculate  the  required  vol¬ 
ume  adjustment  is  derived  by  multiply¬ 
ing  the  basic  limitation  of  107.5  by  40 
percent,  which  is  an  assumed  variable 
cost  factor  in  hospital  iterating  ex¬ 
penses.  That  is,  the  costs  of  admitting 
each  additional  patient  should  be  no 
more  than  40  percent.  The  basic  7.5  per¬ 
cent  allowable  increase  limitation  applied 
to  this  factor  increases  it  to  43  percent. 
Special  provisions  regarding  the  volume 
adjustment  are  included  for  small  hos¬ 
pitals  (S  150.517(d) ).  hospitals  with  a 
sigmificant  increase  in  bed  complement 
(§  150.517(e)),  and  new  facilities  (§  150. 
517(f)). 

The  basic  limitation  on  a  hospital’s 
increases  in  prices  or  reimbursable  costs 
for  outpatient  services  is  6  percent 
(§  150.518).  Hospitals  have  an  option  of 
controlling  prices  for  outpatient  services 
on  the  basis  of  either  a  unit  price  system 
or  an  aggregate  weighted  price  system; 
if  the  f^gregate  weighted  price  system  is 
chosen,  the  price  increase  for  any  indi¬ 
vidual  service  is  limited  to  10  percent 
annually. 

When  the  special  pricing  rules  for  new 
facilities  and  new  markets  are  used,  hos¬ 
pitals  are  required  to  submit  justification 
for  such  pricing  to  the  Cost  of  Living 
CJouncil  at  the  end  of  the  fiscal  year 
(§  150.520). 

The  requirement  of  posting  a  sign 
stating  the  availability  and  location  of 
a  price  schedule  has  been  reinstituted 
(§  150.521). 

Specific  factors  have  been  set  forth 
which  the  Cost  of  Living  Council  will 
consider  in  reviewing  requests  for  excep¬ 
tion  to  these  rules,  and  an  Increased  role 
for  state  planning  agencies  in  the  ex¬ 
ception  process  for  capital  expenditures 
has  been  provided  (§  150.523). 

Each  state  and  the  District  of  Coliun- 
bla  are  requested  to  designate  an  agency 
to  advise  the  CTovincll  on  such  matters 
as  exception  requests  (S  150.524) . 


Provision  is  made  for  a  state  which 
has  a  health  care  price  control  program 
with  rules  which  have  substantially  the 
same  effect  on  health  care  charges  and 
costs  as  the  controls  set  forth  in  these 
rules,  to  receive  a  certificate  of  compli¬ 
ance  from  the  Cost  of  Living  Ctoimcil  to 
administer  its  control  program  in  lieu  of 
the  Council’s  (§  150.526).  These  provi¬ 
sions  are  similar  to  the  provisions  for¬ 
merly  in  effect  for  public  utilities  under 
Part  300  of  Title  6  of  the  Code  of  Federal 
Regulations. 

Sections  150.528  through  150.534  Long 
Term  Care  Institutions.  These  rules  dif¬ 
ferentiate  between  hospitals  and  long 
term  care  Institutions  in  order  that  the 
unique  features  of  each  may  be  recog¬ 
nized.  The  basic  control  on  long  term 
care  institutions  is  average  realized  rev¬ 
enues  per  day  by  class  of  purchaser 
(Medicare,  Medicaid,  and  all  other)  and 
level  of  care.  Since  each  class  of  pur¬ 
chaser  Is  limited  separately,  no  one  class 
can  be  required  to  pay  a  disproportion¬ 
ate  share  of  an  institution’s  total  costs. 
In  addition,  the  control  by  class  of  pur¬ 
chaser  simplifies  compliance  by  the  pro¬ 
vider,  and  allows  Medicaid,  Medicare, 
and  the  charge  paying  consumer  to  par¬ 
ticipate  more  effectively  in  the  monitor¬ 
ing  of  the  control  program.  The  proposed 
system  Is  designed  to  accommodate  the 
upward  movement  of  Medicaid  reim¬ 
bursement  rates  on  a  state  by  state  basis 
by  providing  for  a  state-wide  exception 
process  for  increases  in  these  rates  above 
the  allowable  limit. 

The  main  features  of  the  rules  relat¬ 
ing  to  long  term  care  institutions  are  as 
follows: 

The  basic  limitation  on  an  institution’s 
average  realized  revenues  per  diem  in 
any  fiscal  year  is  6.5  percent  (§  150.528). 
Rules  for  the  application  of  this  limita¬ 
tion  are  specified  in  §  150.529. 

Provision  is  made  to  enable  a  State 
agency  which  desires  to  raise  its  gen¬ 
eral  level  of  Medicaid  reimbursement  by 
more  than  6.5  percent  for  any  level  of 
care,  to  obtain  an  exception  to  these  lim¬ 
itations  for  each  long  term  care  institu¬ 
tion  within  the  State.  The  information 
which  must  be  demonstrated  and  certi¬ 
fied  to  the  Council  under  this  state-wide 
exception  process  is  specified  in  §  150.530. 

The  special  pricing  rules  for  long  term 
care  institutions  include  pricing  for  a 
new  level  of  care  and  include  new  criteria 
for  making  new  facility  and  new  market 
determinations  (§  150.531).  The  justifi¬ 
cation  required  of  long  term  care  insti¬ 
tutions  for  such  pricing  is  similar  to  that 
required  for  acute  care  hospitals. 

The  price  schedule  posting  require¬ 
ments  for  long  term  care  institutions 
apply  only  to  services  provided  to  private 
pay  patients  (§  150.532). 

The  provisions  relating  to  exceptions, 
advisory  state  actions,  and  state  control 
programs  are  the  same  for  long  term 
care  institutions  as  for  acute  care  hos¬ 
pitals  (§  150.534). 

Sections  150.536  through  150.545 
Health  Maintenance  Organizations  and 
Health  Maintenance  Organization  Pro¬ 
viders  of  Health  Care.  These  sections  set 
forth  the  rules  applicable  to  rate  in¬ 


creases  by  Health  Maintenance  Organi¬ 
zations  (HMO’s)  and  prices  charged  by 
HMO  providers  of  health  care.  Under  the 
regulations  in  effect  dining  Phase  II,  an 
HMO  was  governed  by  two  different  sets 
of  regulations,  6  CFR  300.18  and  6  CFR 
300.20.  For  purposes  of  adjusting  its 
prices  either  with  a  contracting  hospital 
or  with  its  own  medical  xmit,  an  HMO 
was  considered  an  institutional  provider 
of  health  care  and  therefore  regulated  by 
§  300.18.  For  purposes  of  adjusting  its 
rates  to  HMO  subscriber  members,  an 
HMO  was  considered  an  insurer  and 
therefore  regulated  by  §  300.20. 

Due  to  the  difficulty  in  applying  two 
separate  and  distinct  regulations  to  the 
integrated  system  of  the  HMO  as  an  in¬ 
surer  and  provider  of  health  services, 
these  Phase  IV  sections  set  forth  a  set  of 
controls  that  has  been  molded  to  the 
style  of  operations  imique  to  the  HMO. 

Section  150.536  prescribes  limitations 
on  factors  in  the  ratemaking  formula 
such  as  administrative  expenses,  claim 
frequency,  actual  costs,  and  anticipated 
costs  for  determining  rate  increases  by 
an  HMO. 

Section  150.536(a)  (5)  establishes  spe¬ 
cific  criteria  for  that  portion  of  the  fac¬ 
tor  in  the  ratemaking  formula  which 
represents  the  major  costs  of  providing 
various  types  of  health  care  by  an  HMO. 

In  order  to  encourage  the  successful 
operations  of  newly  formed  HMO’s,  new 
HMO’s,  defined  as  those  in  operation  for 
less  than  four  years  and  having  less  than 
35,000  subscriber  members,  are  not  sub¬ 
ject  to  the  limitations  specified  in 
§  150.536. 

An  HMO  having  more  than  60,000 
HMO  members  is  required  by  Section 
150.538  to  prenotify  those  proposed  rate 
increases  in  excess  of  5  percent  which 
effects  $500,000  or  more  of  its  annual 
revenues  vmder  that  existing  rate. 

In  addition,  all  HMO’s  win  be  required 
to  submit  annual  reports  no  later  than 
120  days  following  the  end  of  each  of 
their  fiscal  years  (§  150.544). 

Sections  150.537,  covering  changes  in 
ratemaking  formula;  150.539,  relating  to 
State  certification;  150.540,  relating  to 
self-certification;  150.541,  covering  Fed¬ 
eral  Employees  Health  Benefits;  150.542, 
covering  Coimcil  actions  following  notice 
of  certification  or  prenotification;  and 
150.543  covering  HMO  rates  subject  to 
State  laws,  have  been  provided  because 
the  correlated  requirements  for  insurers 
under  Subpart  M  of  this  ’Title  are  equally 
relevant  to  Health  Maintenance  Organi¬ 
zations. 

Due  to  the  limitations  set  forth  In 
§  150.536  on  the  factors  used  in  the  rate¬ 
making  formula  of  an  HMO,  no  profit 
margin  limitation  has  been  established 
for  HMOs  at  this  time. 

Section  150.545  sets  forth  the  rules  ap¬ 
plicable  to  an  HMO  provider  of  health 
care,  which  has  been  defined  as  an  acute 
care  hospital,  long  term  care  institution, 
or  medical  practitioner  who  derives  at 
least  75  percent  of  his  annual  revenues 
from  health  care  services  rendered  to 
HMO  subscriber  members.  These  HMO 
providers  of  health  care,  by  virtue  of 
doing  a  majority  of  their  biisiness  with 
HMOs,  are  excluded  from  the  provisions 
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of  the  sections  relating  to  acute  care  hos¬ 
pitals,  long  term  care  Institutions,  or 
medical  practitioners.  HMO  providers  of 
health  care  are  not  subject  to  a  profit 
margin  limitation  but  are  limited  in  their 
prices  or  charges  with  respect  to  their 
provision  of  health  care  to  HMO  mem¬ 
bers. 

Generally,  HMO  providers  of  health 
care  that  are  acute  care  hospitals  are 
subject  to  the  same  limitations  on  in¬ 
creased  charges  as  acute  care  hospitals. 
HMO  health  care  providers  who  are  med¬ 
ical  practitioners  are  subject  to  the  same 
limitations  as  medical  practitioners. 
These  restrictions  are  detailed  in 
§  150.545. 

In  consideration  of  the  foregoing  it  is 
proposed  to  amend  Title  6,  Code  of  Fed¬ 
eral  Regulations  as  set  forth  below. 

(Economic  Stabilization  Act  of  1970,  as 
amended,  Pub.  L.  92-210,  85  Stat.  743;  Puib.  U 
93-28,  87  Stat.  27;  E.O.  11723,  38  PR  16765; 
Cost  of  Living  Council  Order  No.  30,  38  PR 
16267.) 

Issued  in  Washington,  D.C.,  on  Novem¬ 
ber  5,  1973. 

John  T.  Dunlop, 
Director, 

Cost  of  Living  Council. 

Amend  Part  150  by  revising  Subpart  O 
to  read  as  follows: 

PART  150— COST  OF  LIVING  COUNCIL 
PHASE  IV  REGULATIONS 

Subpart  O — Healtti  Care 

General 

Sec. 

150.501  Scope  and  applicability. 

150.502  Continued  applicability  of  existing 

regulations. 

150.503  Definitions. 

150.504  Prior  commitments. 

Medical  PRAcrmoNERs 

150.508  Price  Increase  limitations. 

150.509  Revenue  margin  limitation. 

150.510  New  services  or  property. 

160.511  Group  formation. 

160.512  Price  schedules. 

150.513  Exceptions. 

Acute  Care  Hospitals 

150.516  Limitation  on  charge  and  expense 
Increases  per  inpatient  admission. 
150.617  Volume  adjustment  for  change  in 
inpatient  admissions. 

150.518  Limitation  in  price  or  cost  increases 

for  outpatient  services. 

150.519  Cumulative  Increases. 

150.520  Special  pricing  rules. 

150.521  Price  schedules. 

150.522  Reporting  procedures. 

150.523  Exceptions. 

150.524  Advisory  state  actions. 

150.525  State  control  program. 

Long  Term  Care  Institutions 

150.528  Limitations  on  average  realized  rev¬ 

enues  per  diem. 

150.529  Application  of  limitations. 

150.530  Medicaid  reimbursement  rates. 

150.531  Special  pricing  rules. 

150.532  Price  schedules. 

150.533  Reporting  procedures. 

150.534  Exceptions;  advisory  state  actions; 

state  control  program. 

Health  Maintenance  Organizations  and 
Health  Maintenance  Organization  Pro¬ 
viders  OF  Health  Care 

150.536  Criteria  for  rate  Increases. 

150.537  Change  in  ratemaking  formula. 
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150.538  Prenotifloation. 

150.539  Certification  by  state  regulatory 

agency. 

150.540  Sdf -certification. 

150.541  Federal  Employees  Hecdth  Benefits 

Law. 

150.542  Coet  cft  Living  Council  actions. 

150.543  HMO  rates  subject  to  State  laws. 

150.544  Reporting. 

150.545  HMO  providers  of  health  care. 

General 

§  150.501  Scope  and  applicability, 

(a)  Sections  150.508  through  150.513 
apply  to  medical  practitioners  effective 
January  1,  1974.  A  medical  practitioner 
who  is  under  contract  to  one  or  more 
Health  Maintenance  Organizations  and 
who  derives  at  least  75  percent  of  his 
aggregate  annual  revenues  from  services 
rendered  to  Health  Maintenance  Orga¬ 
nization  members  pursuant  to  contract, 
is  subject  to  the  rules  and  regulations 
applicable  to  Health  Maintenance  Orga¬ 
nizations. 

(b)  Sections  150.516  through  150.525 
apply  to  each  acute  care  hospital  begin¬ 
ning  with  its  first  fiscal  year  com¬ 
mencing  on  or  after  January  1,  1974. 

(1)  Long  term  care,  home  health  serv¬ 
ices,  commimity  health  services,  and 
similar  patient  services  when  operated 
by  or  for  an  acute  hospital,  are  subject 
to  the  rules  and  regulations  applicable  to 
such  services  imder  this  subpart. 

(2)  An  acute  care  hospital  which  is 
owned  or  operated  by  or  under  contract 
to  a  Health  Maintenance  Organizaticm 
and  which  derives  at  least  75  percent  of 
Its  gross  inpatient  operating  revenues 
from  services  rendered  to  enrolled  par¬ 
ticipants,  is  subject  to  the  rules  and  reg¬ 
ulations  applicable  to  Health  Mainte¬ 
nance  Organizations. 

(c)  Sections  150.528  through  150.534 
apply  to  each  long  term  care  institution 
beginning  with  its  first  fiscal  year  com¬ 
mencing  on  or  after  January  1,  1974.  A 
long  term  care  institution  which  is 
owned  or  operated  by  or  imder  contract 
to  a  Health  Maintenance  Organization 
and  which  derives  at  least  75  percent  of 
its  gross  inpatient  operating  revenues 
from  services  rendered  to  enrolled  par¬ 
ticipants,  is  subject  to  the  rules  and  reg¬ 
ulations  applicable  to  Health  Mainte¬ 
nance  Organizations. 

(d)  Sections  150.536  through  150.545 
apply  to  each  Health  Maintenance  Or¬ 
ganization  (HMO)  beginning  with  its 
first  fiscal  year  commencing  on  or  after 
January  1,  1974,  and  to  each  HMO  pro¬ 
vider  of  health  care  beginning  with  the 
effective  date  of  these  rules  for  such 
providers. 

§  150.502  Continued  applicability  of  ex¬ 
isting  regulations. 

For  a  health  care  provider  covered  un¬ 
der  this  subpart  whose  current  fiscal  year 
will  end  during  calendar  year  1974,  the 
rules  and  regulations  in  effect  on  De¬ 
cember  31,  1973  remain  in  effect  imtil 
the  completion  of  the  current  fiscal  year. 
§  150.503  Definitions. 

“Acute  care  hospital”  means  any  hos¬ 
pital  that  meets  the  requirements  of  the 
American  Hospital  Association  for  regis¬ 


tration  as  a  short  term  care  general  or 
special  hospital. 

“Admissions”  means  the  number  of 
patients  accepted  for  inpatient  service 
in  beds  licensed  for  hospital  care.  For  the 
purposes  of  this  definition,  infants  born 
in  a  hospital  shall  not  be  included  within 
the  number  of  patients  by  the  fact  of 
birth  alone. 

“Aggregate  annual  revenues”  means 
the  total  revenues  for  the  fiscal  year  con¬ 
cerned  derived  from  the  provision  of  all 
medical  services  and  properties,  includ¬ 
ing — 

(1)  Revenues  from  daily  patient  serv¬ 
ices  (siu-gery,  laboratory  and  X-ray,  of¬ 
fice  visits,  home  and  hospital  calls,  and 
similar  services) ; 

(2)  Revenues  from  the  sale  of  medi¬ 
cines  and  drugs;  and 

(3)  Revenues  from  other  services, 
sales,  and  activities  directly  related  to 
the  provision  of  health  care. 

“Average  realized  revenues”  means-the 
realized  revenues  for  each  long-term- 
care  institution’s  class  of  purchasers  for 
each  level  of  care  divided  by  the  number 
of  patient  days  of  care  provided  for  the 
same  level  of  care  for  the  same  class  of 
purchasers. 

“Base  period  revenue  margin”  means 
the  ratio  that  the  base  period  net  reve¬ 
nues  (aggregate  annual  revenues  less  to¬ 
tal  operating  expenses  directly  related  to 
the  provision  of  health  care)  bears  to 
the  base  period  aggregate  annual  reve¬ 
nues,  computed  in  accordance  with  the 
medical  practitioner’s  customary  ac- 
coimting  practices  consistently  applied. 
For  the  purpose  of  this  definition,  reve¬ 
nues  and  operating  expenses  derived 
from  the  provision  of  health  care  imder 
a  contract  with  a  Health  Maintenance 
Organization  (HMO)  are  not  included  in 
the  computation  of  base  period  revenue 
margin. 

“Health  maintenance  organization” 
(HMO)  means  a  private  or  public  or¬ 
ganization  which  provides,  either  direct¬ 
ly  or  indirectly  through  arrangements 
with  others,  a  reasonably  comprehensive 
provision  of  health  care  to  he^th  main¬ 
tenance  organization  members  on  a  per 
capita  pre-payment  basis,  and  in  which 
one  or  more  of  the  health  maintenance 
organization  providers  of  health  care 
shares  in  the  financial  risk.  If  an  HMO 
operates  in  more  than  one  geographical 
region,  then  for  the  purposes  of  this  defi¬ 
nition,  the  organization  may  elect  to  treat 
each  region  as  a  separate  HMO. 

“HMO  member”  means  a  person  en¬ 
titled  to  the  provision  of  health  care  by 
virtue  of  a  prepaid  contract  or  for  stipu¬ 
lated  consideration  with  an  HMO. 

“HMO  provider  of  health  care”  means: 

(1)  An  acute-care  hospital  which  is 
owned  or  operated  by  or  under  contract 
to  an  HMO  and  which  derives  at  least  75 
percent  of  its  total  inpatient  operating 
charges  from  services  rendered  to  HMO 
members; 

(2)  A  medical  practitioner  who  is 
under  contract  to  an  HMO  and  who  de¬ 
rives  at  least  75  percent  of  his  aggregate 
annual  revenues  from  services  rendered 
to  HMO  members;  or 

(3)  A  long  term  care  institution  which 
is  owned  or  operated  by  or  under  con- 
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tract  to  an  HMO  and  which  derives  at 
least  75  i>ercent  of  its  realized  revenues 
from  ser^ces  rendered  to  HMO  members. 

“HMO  system"  means  two  or  more 
HMOs  under  common  direct  or  indirect 
control. 

“Levels  of  care”  means  the  following; 

(1)  For  Medicare  patients — skilled 
nursing  care. 

(2)  For  Medicaid  patients — those  cate¬ 

gorizations  of  care  specified  by  each 
State  Title  XIX  (42  1395aa)  agency 

for  reimbvirsement  purposes. 

(3)  For  all  other  patients — existing 
classifications  of  levels  of  care  for  pa¬ 
tients,  specifically  identified  in  the  ac¬ 
counting  practices  of  the  institution  diu*- 
ing  the  preceding  fiscal  year. 

“Long  term  care  institution”  means 
any  institution  which  is: 

(DA  licensed  hospital  or  part  thereof 
that  does  not  meet  the  requirements  of 
the  American  Hospital  AsMciation  for 
registration  as  a  short  term  care  general 
or  special  hospital. 

(2)  An  institution  or  part  of  an  in¬ 
stitution  that  is  certified  for  participa¬ 
tion  in  Medicare  as  a  skilled  nursing 
facility ; 

(3)  An  institution  or  part  of  an  insti¬ 
tution  that  participates  in  Medicaid  as  a 
skilled  nursing  facility  or  intermediate 
care  facility. 

(4)  Other  skilled  nursing  facilities,  in¬ 
termediate  care  facilities  and  other  nurs¬ 
ing  homes  licensed  by  a  State  to  provide 
medical  care. 

For  the  purposes  of  this  definition,  if  any 
housing  for  the  elderly  includes  as  part 
of  its  facility  a  distinct  part  licensed  or 
certified  for  the  provision  of  skilled  nurs¬ 
ing  or  intermediate  care,  only  such  dis¬ 
tinct  part  is  included  in  this  definition. 
As  used  herein,  “housing  for  the  elderly” 
includes  purely  residential  shelter,  and 
personal  and  Weltered  care  institutions 
that  provide  health  related  services  as 
part  of  a  general  program  of  supervision 
and  personal  care  to  resident  not  in 
need  of  substantial,  continuous  nursing 
services  or  medical  care.  The  availabil¬ 
ity  of  24-hour  nursing  service  does  not 
preclude  the  inclusion  of  an  institution 
in  the  definition  of  “housing  for  the  el¬ 
derly,”  unless  the  primary  purpose  of  the 
institution,  or  of  a  distinct  part  of  the 
institution,  is  to  provide  nursing  care 
on  a  continuous  basis. 

“Long  term  care  institution’s  class  of 
purchasers”  means  the  following  three 
classes: 

(1)  Medicare  patients. 

(2)  Medicaid  patients. 

(3)  All  other  patients. 

“Medical  practitioner’s  class  of  pur¬ 
chasers”  means  a  category  or  a  group  of 
purchasers  to  which  a  medical  practi¬ 
tioner  has  charged  a  cc«nc>arable  price 
for  comparable  service  or  property  pur¬ 
suant  to  a  customary  price  differential 
among  those  groups  or  categories  of 
purchasers. 

“Medical  practitioner”  means  physi¬ 
cians  and  surgeons,  osteopathic  (diysl- 
cians,  dentists  and  dental  surgeons,  podi¬ 
atrists,  (^tometrists,  chiropractors,  and 
clinical  psychologists.  A  medical  prac¬ 


titioner  may  be  an  individiial,  partner¬ 
ship,  association,  firm,  group,  or 
corporation. 

“New  facility”  means: 

(1)  An  acute  care  hospital  or  a  long 
term  care  Instituticm  which  commenced 
operation  for  the  first  time,  or  which  was 
not  operated  at  any  time  dvirlng  the  one- 
year  period  immediately  preceding  a 
commencement  of  operation;  or 

(2)  An  acute  care  hospital  or  long  twm 
care  institution  which  undergoes  physi¬ 
cal  replacement;  or  major  renovaticai, 
remodeling  or  expansion  that  costs  a 
dollar  amount  eqiial  to  at  least  70  percent 
of  the  book  value  of  its  capital  assets  or 
$100,000,  whichever  Is  greater.  For  the 
purposes  of  this  definition,  the  mere  ac¬ 
quisition  of  a  hospital  or  institution  or  of 
the  person  that  controls  the  hospital  or 
institution  by  another  person  does  not 
constitute  a  new  facility. 

“New  HMO”  means  an  HMO  that  has 
been  in  operation  less  than  four  years 
and  has  less  than  35,000  HMO  members. 

“New  level  of  care”  means  the  estab¬ 
lishment  of  a  new  separate  category  of 
services  recognized  by  accepted  third 
party  reimbursement  agents.  For  pur¬ 
poses  of  this  definition,  the  new  cat^ory 
of  services  must  entail  distinct  costs 
which  are  significantly  different  from  the 
costs  associated  with  the  levels  of  care 
previously  provided.  The  new  level  of 
care  must  furnish  significantly  different 
kinds  or  intensity  of  services  from  those 
already  prevailing  within  the  institution. 

“New  market”  means  a  change  in  lo¬ 
cation  from  the  site  where  health  care 
services  were  previously  provided  of 
greater  than  50  miles  or,  with  the  prior 
approval  of  the  Council,  a  change  in  lo¬ 
cation  of  50  miles  or  less. 

“New  service  or  property”  means  a 
service  or  property  which  the  hospital, 
institution  or  practitioner  did  not  sell  or 
lease  in  the  same  or  substantially  similar 
form  at  any  time  during  the  one-year 
period  immediately  preceding  the  first 
date  on  which  it  is  offered  for  sale  or 
lease.  For  the  purposes  of  this  definition, 
a  change  in  appearance,  arrangement,  or 
combination,  or  a  change  in  the  method 
or  technology  of  providing  a  service,  does 
not  create  a  new  service  or  property. 

“Prenotifier”  means  an  HMO  or  an 
HMO  system  that  had  more  than  60,000 
HMO  members  during  the  calendar  year 
preceding  the  effective  date  of  a  proposed 
rate  increase. 

“Price”  means  any  charge  for  the  sale 
or  lease  of  any  service  or  property,  re¬ 
gardless  of  form.  For  the  purposes  of 
this  definition,  the  “price”  in  a  percent¬ 
age  of  gross  or  net  revenues  contract  is 
the  percentage  specified  therein  multi¬ 
plied  by  the  imit  price  of  each  service 
performed  or  product  provided, 

“Principal  services  or  property”  means 
those  services  or  property  which  com¬ 
prise  90  percent  of  a  medical  practi¬ 
tioner’s  aggregate  aimual  revenues, 

“Rate”  means  a  xmit  charge  which 
produces  a  premium  amoimt  to  be 
charged  or  paid  for  the  providing  of 
health  care  through  an  HMO,  calculated 
in  accordance  with  a  ratemaking  prac¬ 


tice  or  formula,  or  developed  under  a 
classificatlcHi  system. 

“Rate  increase”  includes  a  restrlctlcxi 
in  coverage,  an  increase 'in  a  deductible 
lev^,  or  any  similar  reductlcm  in  benefits 
to  HMO  members  without  a  corresp<md- 
ing  reduction  in  rates. 

“Realized  revenues”  means; 

(1)  For  institutions  on  a  cash  basis  of 
accounting,  the  total  cash  received  for 
l>atient  services;  and 

(2)  For  institutions  on  an  accrual  basis 
of  accounting,  the  total  charges  accrued 
for  patient  services  rendered  during  the 
same  fiscal  year. 

“Revenue  margin”  means  the  ratio  that 
net  revenues  (aggregate  annual  revenues 
less  total  operating  expenses  directly  re¬ 
lated  to  the  provision  of  health  care) 
bears  to  aggregate  annual  revenues  for 
a  fiscal  year  computed  in  accordance 
with  the  medical  practitioner’s  custom¬ 
ary  accounting  practices  consistently  ap¬ 
plied.  For  the  purpose  of  this  definition, 
revenues  and  operating  expenses  derived 
from  the  provision  of  health  care  under 
a  contract  with  an  HMO  are  not  included 
in  the  computation  of  revenue  margin. 

“State  regulatory  agency”  means  any 
commission,  board,  or  other  legal  body 
that  has  jurisdiction  over  rates  or  prac¬ 
tices  of  HMO’s  in  a  State  or  the  District 
of  Columbia. 

“Total  Inpatient  operating  charges” 
means  the  sum  of  billed  charges  for  all 
services  performed  on  an  inpatient  basis 
in  any  fiscal  year,  computed  by  taking 
the  sum  of  all  inpatient  service  charges 
for  the  year  concerned,  including: 

(1)  Charges  for  daily  patient  services 
(routine  services) ; 

(2)  Charges  for  other  nursing  services 
(operating  room,  central  services  and 
supplies,  and  similar  services) ; 

(3)  Charges  for  other  professional 
services  (ancillary-laboratory,  radiology, 
anesthesiology,  and  similar  services) ; 
and 

(4)  All  other  inpatient  service  charges 
not  covered  above. 

“Total  inpatient  operating  expenses” 
means  the  sum  of  operating  expenses, 
both  direct  and  indirect,  including  inter¬ 
est  and  depreciation,  allocated  to  in¬ 
patient  services  in  accordance  with  Medi¬ 
care  accoimting  practice  when  the  hospi¬ 
tal  has  Medicare  or  Medicaid  patients, 
or  in  accordance  with  generally  accepted 
hospital  accounting  practices. 

§  1S0.504  Prior  commitments. 

Notwithstanding  any  other  provision 
of  these  regulations,  all  prospective  deci¬ 
sions,  rulings,  interpretations  issued  by 
the  Council  prior  to  January  1,  1974  to 
providers  of  health  care  services  covered 
under  this  subpart  remain  in  effect. 

Medical  Practitioners 
§  150.508  Price  increase  limitations. 

(a)  Except  as  provided  in  paragraph 
(b)  of  this  section  with  respect  to  prices 
charged  imder  fixed  dollar  amoimt  con¬ 
tracts  and  except  for  prices  charged 
tmder  a  contract  with  a  new  HMO,  a 
medical  practitioner  may  not  increase 
any  of  his  prices  in  excess  of  the  follow¬ 
ing  limitations; 
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(1)  The  aggregate  weighted  price, 
computed  on  the  preceding  calendar 
year’s  billings,  for  all  services  and  prop¬ 
erty  may  not  be  more  than  104  percent 
of  the  aggregate  weighted  price  for  all 
services  and  property  lawfully  in  effect 
on  the  last  day  of  the  preceding  calendar 
year;  and 

(2)  The  price  charged  for  any  service 
or  property  may  not  be  more  than  110 
percent  of  the  price  lawfully  in  effect  for 
that  service  or  property  on  toe  last  day  of 
the  preceding  calendar  year  (however 
this  subparagraph  does  not  require  that 
price  increases  be  limited  to  amounts  less 
than  $1.00). 

(b)  The  price  specified  in  a  fixed  dol¬ 
lar  amoimt  contract  including  a  maxi¬ 
mum  or  minimum  guarantee  may  not 
exceed  106.2  percent  of  the  amoxmt  spec¬ 
ified  in  toe  contract  in  the  prece^ng 
contract  year. 

(c)  Notwithstanding  the  limitation  of 
paragraph  (a)(1)  of  this  section,  any 
imused  aggregate  weighted  price  increase 
to  which  a  medical  practitioner  is  law¬ 
fully  entitled  (including  those  accruing 
prior  to  the  effective  date  of  this  regu¬ 
lation)  may  be  accumulated  but  not 
compounded. 

(d)  The  formula  for  computing  toe 
percentage  aggregate  weighted  price  in¬ 
crease  (%AWPI)  is  as  follows: 

%  A  W  PI  =  L  X  X 1 00 

I  1  Hi 

where: 

Pj_the  price  lawfully  in  effect  on  the  last 
day  of  the  immediately  preceding 
calendar  year  for  a  service  or  prop¬ 
erty. 

Pj=the  highest  price  charged  during  the 
current  calendar  year  for  that  serv¬ 
ice  or  property. 

B,=the  actual  gross  billings  during  the 
Immediately  preceding  calendar  year 
for  that  service  or  property. 

B3=the  total  gross  billings  during  the  im¬ 
mediately  preceding  calendar  year 
for  all  services  or  property. 

=  the  sum  of 

(e)  Dentists — items  using  gold.  A  den¬ 
tist  may  increase  the  price  of  a  dental 
item  in  which  gold  is  used,  without  re¬ 
gard  to  paragraphs  (a)  (1)  and  (a)  (2)  of 
this  section,  to  reflect  the  increase  since 
January  1,  1974,  in  the  cost  of  gold  used 
in  that  item  on  a  dollar-f or- dollar  basis, 
without  rounding  off.  Any  decrease  in 
the  cost  of  gold  used  in  that  item  shall 
likewise  be  reflected,  dollar-for-dollar 
in  the  price  of  that  item. 

§  150.509  Revenue  margin  limitation. 

(a)  In  addition  to  the  limitations  set 
forth  in  §  150.508,  if  a  medical  practi¬ 
tioner  increases  any  price,  except  for  a 
price  charged  tmder  a  contract  with  an 
HMO,  over  the  price  lawfully  in  effect  on 
the  last  day  of  the  preceding  fiscal  year, 
his  revenue  margin  during — 

(1)  That  fiscal  year,  if  the  price  is 
increased  during  the  first  fiscal  quarter, 
or 

(2)  That  fiscal  year  and  the  succeed¬ 
ing  fiscal  year,  if  the  price  is  increased 
subsequent  to  the  first  fiscal  quarter — 
may  not  exceed  his  base  period  revenue 
margin. 


(b)  If  a  medical  practitioner  has  in¬ 
corporated  during  or  subsequent  to  toe 
base  period,  toe  medical  practitioner 
shall  determine  his  revenue  margin  and 
base  period  revenue  margin  under  para¬ 
graph  (a)  of  this  section  by  excluding 
from  operating  expenses  any  salary  or 
pension  or  other  deferred  compensation 
in  excess  of  the  amount  permitted  to  be 
deferred  rmder  26  U.S.C.  401  (toe  Keogh 
Plan)  and  paid  to  any  individual  medical 
practitioner  employed  by  and  who  is  an 
oflBcer  or  owner  of  the  corporation. 

§  150.510  New  services  or  properly. 

The  price  for  a  new  service  or  prop¬ 
erty  or  for  a  service  or  property  being 
provided  in  a  new  market  shall  be  deter¬ 
mined  as  follows: 

(a)  To  toe  maximum  extent  possible, 
the  price  of  toe  service  or  property  shall 
be  the  average  price  received  in  a  sub¬ 
stantial  number  of  current  transactions 
by  other  comparable  medical  practition¬ 
ers  providing  comparable  health  care 
services  and  properties. 

(b)  If  comparable  health  care  services 
or  property  are  not  provided  by  other 
comparable  medical  practitioners,  then 
the  medical  practitioner  may  use  any 
other  pricing  practice  commonly  used  by 
other  comparable  medical  practitioners 
engaged  in  comparable  medical  practice. 

§150.511  Group  formation. 

The  price  with  respect  to  toe  furnish¬ 
ing  of  a  service  or  property  when  one 
medical  practitioner  has  joined  or  formed 
a  group  with  another  medical  practi¬ 
tioner  or  practitioners  shall  be — 

(a)  The  price  in  effect  for  each  of  toe 
medical  practitioners:  or 

(b)  The  highest  price  charged  for  toe 
service  or  property  by  all  medical  prac¬ 
titioners  in  at  least  40  percent  of  their 
transactions  wito  toe  same  class  of  pur¬ 
chasers  during  the  proceeding  calendar 
year. 

§  150.512  Price  schedules. 

Each  medical  practitioner  shall  main¬ 
tain,  even  if  no  price  increases  are  im¬ 
plemented,  at  each  of  its  facilities  a 
schedule  showing  his  prices  in  effect  on 
October  1,  1973  for  each  class  of  pur¬ 
chasers  for  his  principal  services  or  prop¬ 
erty,  each  subsequent  change  in  the  price 
of  these  services  or  property,  the  date 
the  change  of  price  was  made,  and  the 
weights  of  these  services  or  property  used 
to  determine  toe  aggregate  weighted 
price  change.  The  schedule  shall  be  made 
available  for  public  inspection,  and  a 
copy  shall  be  furnished  to  any  person 
upon  request.  Each  practitioner  shall 
post  a  conspicuous  and  easily  readable 
sign  in  each  of  his  facilities  stating  toe 
availability  and  location  of  toe  schedule. 
No  price  may  be  increased  before  toe 
sign  is  posted  and  toe  schedule  is  made 
available  for  public  inspection. 

§  150.513  Exceptions. 

No  medical  practitioner  may  imple¬ 
ment  a  price  Increase  in  excess  of  the 
limitations  set  forth  in  these  sections 
unless  the  medical  practitioner  has  re¬ 
quested  and  received  an  exception  from 


the  Cost  of  Living  Coimcil  for  the  pur¬ 
pose  of  preventing  or  correcting  a  serious 
hardship  or  gross  inequity.  Subject  to 
the  general  requirements  relating  to  ex¬ 
ceptions  imposed  by  Part  155,  the  Coim- 
cil  shall  consider  all  relevant  factors  in 
reviewing  an  exception  request,  such 

ftS 

(a)  The  prices  lawfully  in  effect  prior 
to  the  effective  date  of  this  regulation  or 
base  period  revenue  margin  are  not  sub¬ 
stantially  representative  of  the  nature  of 
the  petitioner’s  current  practice. 

(b)  In  the  absence  of  the  factors  in 
paragraph  (a)  of  this  section,  there  is  a 
presumption  that  the  petitioner’s  reve¬ 
nue  margin  must  be  declining  before  the 
following  are  to  be  considered  as  factors 
that  may  cause  the  petitioner  a  serious 
hardship  or  gross  inequity — 

(1)  Government  mandated  cost  in¬ 
creases; 

(2)  Costs  incurred  with  respect  to 
wage  increases  for  employees  whose 
wages  are  substandard,  as  defined  in 
§  152.32  of  this  ’Title,  or  below  minimum 
wage  rates  imposed  by  Federal  or  State 
statutes  of  general  application. 

(3)  Cost  increases  related  to  substan¬ 
tial  and  significant  improvements  in  the 
quality  of  service  or  property  already 
provided; 

(4)  Current  operating  revenues  In¬ 
adequate  to  meet  current  operating 
expenses; 

(5)  Significant  change  in  amount  of 
bad  debts;  and 

(6)  Effective  cost  containment  initia¬ 
tives  undertaken  by  the  medical  prac- 
tioner. 

(c)  In  the  case  of  a  request  for  an 
exception  to  the  revenue  margin  limita¬ 
tion,  the  Council  will  consider  a  demon¬ 
strable  increase  in  the  amount  of  medical 
care  delivered  (including  as  one  measure¬ 
ment,  the  additional  total  hours  worked) , 

Acute  Care  Hospitals 

§  150.516  Limitation  on  charge  and  ex* 
pense  increases  per  inpatient  admis¬ 
sion. 

Except  as  provided  in  5  150.517,  an 
acute  care  hospital’s  total  inpatient  op¬ 
erating  charges  and  total  inpatient  op¬ 
erating  expenses  per  admission  during 
any  fiscal  year  may  not  be  more  than 
107.5  percent  of  their  respective  levels 
during  the  preceding  fiscal  year. 

§  150.517  Volume  adjustment  for 
change  in  inpatient  admissions. 

(a)  If  during  any  fiscal  year  a  hospital 
has  more  admissions  than  in  its  pre¬ 
ceding  fiscal  year,  for  each  admission  ex¬ 
ceeding  102  percent  of  the  admissions 
during  the  preceding  fiscal  year,  total 
inpatient  operating  charges  and  total  in¬ 
patient  operating  expenses  per  admis¬ 
sion  may  not  exceed  43  percent  of  their 
respective  levels  during  toe  preceding 
fiscal  year.  However,  this  p>aragraph  does 
not  require  that  the  overall  increase  in 
total  inpatient  operating  charges  and 
in  total  inpatient  operating  expenses  per 
admission  permitted  by  $  150.516,  this 
paragraph,  and  §  150.519  be  limited  to 
less  than  103  percent  of  their  respective 
levels  during  toe  preceding  fiscal  year. 
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(b)  If  during  any  fiscal  year  a  hos¬ 
pital’s  admissions  are  fewer  than  100 
percent  but  not  less  than  95  percent  of 
its  admissions  during  the  preceding  fiscal 
year,  its  total  inpatient  operating  charges 
and  its  total  inpatient  operating  expenses 
during  that  fiscal  year  may  not  be  more 
than  107.5  percent  of  their  respective 
levels  during  the  preceding  fiscal  year. 

(c)  If  during  any  fiscal  year  a  hospital 
has  fewer  admissions  than  in  its  preced¬ 
ing  fiscal  year,  for  each  admission  below 
95  percent  of  the  admissions  during  the 
preceding  fiscal  year,  an  amount  equal 
to  the  number  of  the  admissions  times 
43  percent  of  the  total  inpatient  operat¬ 
ing  charges  per  admission  and  43  percent 
of  the  total  inpatient  operating  expenses 
per  admission  during  the  preceding  fis¬ 
cal  year,  shall  be  deducted  from  the  total 
inpatient  operating  charges  and  the  total 
inpatient  operating  expenses,  respec¬ 
tively,  allowed  under  paragraph  (b)  of 
this  section.  However,  this  paragraph 
does  not  permit  the  overall  increase  in 
total  inpatient  operating  charges  and  in 
total  inpatient  operating  expenses  per 
admission  permitted  by  §  150.516,  this 
paragraph,  and  §  150.519  to  exceed  120 
percent  of  their  respective  levels  during 
the  preceding  fiscal  year. 

(d)  In  the  case  of  a  hospital  which 
has  either  less  than  $2,000,000  of  total 
Inpatient  operating  expenses  or  less  than 
3,500  admissions  in  its  preceding  fiscal 
year,  the  limitations  on  total  Inpatient 
operating  charges  and  total  inpatient 
operating  expenses  per  admission  con¬ 
tained  in  paragraphs  (a)  and  (c)  of  this 
section  shall  not  apply  unless  its  admis¬ 
sions  increase  above  104  percent  or  fall 
below  90  percent  of  the  admissions  dur¬ 
ing  the  preceding  fiscal  year. 

(e)  In  the  case  of  a  hospital  that  has 
an  increase  of  10  percent  or  more  over 
the  preceding  fiscal  year  in  its  licensed 
bed  complement,  the  limitations  on  total 
inpatient  operating  charges  and  total 
inpatient  operating  expenses  per  admis¬ 
sion  contained  in  paragraphs  (a)  and  (c) 
of  this  section  do  not  apply  until  after 
the  first  full  fiscal  year  following  the 
Increase. 

(f)  In  the  case  of  a  new  facility,  the 
limitations  on  total  inpatient  operating 
charges  and  total  inpatient  operating 
expenses  per  admission  contained  in 
paragraphs  (a)  and  (c)  of  this  section 
do  not  apply  xmtil  after  the  first  full  2 
fiscal  years  of  operation. 

§  150.518  Limitation  on  price  or  cost  in¬ 
creases  for  outpatient  services. 

(a)  (1)  This  section  applies  to — 

(1)  the  prices  charged  in  each  revenue 
department  and  cost  center,  as  deter¬ 
mined  by  the  hospital’s  customary  prac¬ 
tice,  in  which  at  least  70  percent  of  the 
total  billed  charges  of  that  revenue  de¬ 
partment  or  cost  center  are  attributable 
to  the  providing  of  outpatient  services; 
and  to 

(ii)  the  price  charged  for  each  out¬ 
patient  service  for  which  there  Is  a  sepa¬ 
rately  Identified  outpatient  charge. 

(2)  Regardless  of  whether  or  not 
prices  for  outpatient  services  are  re¬ 


quired  to  be  controlled  under  this  sec¬ 
tion,  all  charges  and  costs  attributable 
to  the  provision  of  inpatient  services 
shall  be  included  in  the  computations 
made  under  §  150.516  and  §  150.517. 

(b)  An  acute  care  hospital  may  elect 
to  control  its  prices  for  outpatient  serv¬ 
ices  under  this  section  on  the  basis  of 
either  a  unit  price  system  or  an  aggre¬ 
gate  weighted  average  price  system. 

( 1 )  If  the  hospital  elects  the  imit  price 
system,  it  may  not  charge  a  price  for  any 
outpatient  service  that  is  more  than  106 
percent  rounded  to  the  nearest  quarter 
dollar  of  the  price  lawfully  in  effect  for 
that  service  on  the  last  day  of  the  preced¬ 
ing  fiscal  year. 

(2)  If  the  hospital  elects  the  aggre¬ 
gate  weighted  price  system: 

(i)  The  aggregate  weighted  price 
charged  for  all  of  its  outpatient  services 
may  not  be  more  than  106  percent  of  Uie 
aggregate  weighted  price  for  all  such 
services  lawfully  in  effect  during  the 
preceding  fiscal  year;  and 

(ii)  The  price  charged  for  any  outpa¬ 
tient  service  many  not  be  more  than  110 
percent  of  the  price  lawfully  in  effect 
for  that  service  on  the  last  day  of  the 
preceding  fiscal  year  (however  this  sub- 
paragraph  does  not  require  that  price 
increases  be  limited  to  amounts  less  than 
$1.00). 

(c)  Where  by  contract  or  legislation, 
outpatient  services  are  reimbursed  on  a 
cost  basis,  cost  increases  per  occasion  of 
service,  as  defined  in  the  contract  or  leg¬ 
islation,  may  not  be  more  than  106  per¬ 
cent  of  the  cost  per  occasion  of  service 
over  the  preceding  fiscal  year.  Prospec¬ 
tively  determined  rates  for  outpatient 
services  reimbursed  on  behalf  of  third 
party  cost  reimbursers  are  not  to  be  sub¬ 
ject  to  this  paragraph. 

§  150.519  Cumulative  inrreases. 

In  the  application  of  §  150.516, 
§  150.517,  and  §  150.518,  price  or  cost  In¬ 
creases  permitted  in  one  year  but  not 
fully  implemented  may  be  accumulated, 
but  not  compounded,  and  can  be  used 
only  in  the  next  fiscal  year  following  the 
year  in  which  the  full  allowable  increase 
was  not  taken. 

§  150.520  Special  pricing  rules. 

(a)  The  prices  for  a  new  service  or 
property  for  outpatient  care,  for  a  serv¬ 
ice  or  property  provided  by  a  new  facility 
and  for  a  service  or  property  provided  by 
an  acute  care  hospital  serving  a  new 
market  shall  be  determined  as  follows; 

(1)  To  the  maximum  extent  possible, 
the  price  of  the  service  or  property  shall 
be  the  average  price  received  in  a  sub¬ 
stantial  number  of  ciurent  transactions 
by  other  comparable  hospitals  providing 
comparable  health  care  services  and 
properties.  If  there  are  no  comparable 
hospitals  with  similar  debt  service  and 
depreciation  costs,  the  incremental 
amount  of  these  costs  may  be  reflected 
in  the  prices. 

(2)  If  comparable  health  care  services 
are  not  provided  by  comparable  hospitals, 
then  the  hospital  may  use  any  other 
pricing  practice  commonly  used  by  other 
hospitals,  with  the  adjustment  for  debt 


service  and  depreciation  costs  permitted 
by  paragraph  (a)(1)  of  this  section. 

(b)  Each  hospital  which  prices  a  prop¬ 
erty  or  service  provided  by  or  in  a  new 
facility  or  new  market,  respectively,  in 
accordance  with  paragraph  (a)  of  this 
section  shall  submit  justification  for 
those  prices  to  the  Cost  of  Living  Coun¬ 
cil  on  CLC  Form  at  the  end  of  the  fiscal 
year  in  which  the  price  was  implemented. 

§  150.521  Price  schedules. 

Each  acute  care  hospital  shall  main¬ 
tain  at  each  of  its  facilities  a  schedule 
showing  its  prices  for  all  services  on  the 
last  day  of  the  preceding  fiscal  year, 
and  each  subsequent  change  in  those 
prices  and  the  date  each  change  was 
made.  The  schedule  shall  be  made  avail¬ 
able  for  public  inspection,  and  a  copy 
shall  be  furnished  to  the  public,  to  third- 
party  payors  and  to  a  representative 
of  the  Cost  of  Living  Council  upon  re¬ 
quest.  Each  hospital  shall  post  an  easily 
readable  sign  stating  the  availability  and 
location  of  the  schedule.  The  sign  must 
be  posted  conspicuously  in  each  location 
where  a  patient  may  be  received  for  serv¬ 
ice  and  where  payment  for  services  is 
accepted.  No  price  may  be  increased  be¬ 
fore  the  sign  is  posted  and  the  schedule 
is  made  available. 

§  150.522  Reporting  procedures. 

Each  acute  care  hospital  shall,  within 
120  days  after  the  end  of  each  fiscal  year, 
submit  a  completed  CLC  Form  to  the 
Cost  of  Living  Council,  Office  of  Health, 
Compliance  Division,  2000  M  Street  NW., 
Washington,  D.C.  20508. 

§  150.523  Exceptions. 

(a)  No  acute  care  hospital  may  exeed 
the  limitations  set  forth  in  these  sections 
unless  the  hospital  has  requested  and  re¬ 
ceived  an  exception  from  the  Cost  of  Liv¬ 
ing  Council.  Subject  to  the  general 
requirements  relating  to  exceptions  im¬ 
posed  by  Part  155,  the  Coimcil,  in  re¬ 
viewing  requests  for  exceptions,  will 
examine  the  following  data; 

(1)  All  exception  requests  for  addi¬ 
tional  revenues  will  be  evaluated  for  cost 
justification.  In  examining  the  cost  justi¬ 
fication,  the  Council  will  make  its  evalu¬ 
ation  on  the  basis  of  prudent  manage¬ 
ment  practices  and  generally  accepted  ac¬ 
counting  principles  consistently  applied. 
In  making  this  evaluation,  the  Council 
will  consider  the  following  items : 

(1)  Any  investment  or  operating  costs 
resulting  from  capital  expenditures. 

(ii)  Costs  ensuing  from  mandatory  re¬ 
quirements  imposed  by  government  regu¬ 
lation  resulting  in  increased  expenses 
by  the  hospital. 

(iii)  Costs  incurred  with  respect  to 
wage  increases  for  employees  whose 
wages  are  substandard,  as  defined  in 
§  152.32  of  this  Title,  or  below  minimum 
wage  rates  imposed  by  Federal  or  state 
statutes  of  general  application. 

(iv)  Working  capita  needs. 

(2)  Significant  changes  in  patient  mix 
that  require  substantially  more  expen¬ 
sive  care. 

(3)  Any  statutory  necessity  for  adjust¬ 
ment  of  charges  which  are  less  than 
costs. 
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(4)  Experimentation  in  hospital  reim¬ 
bursement  methodologies. 

(5)  Evidence  of  effective  cost  contain¬ 
ment  initiatives  undertaken  by  the 
hospital. 

(b)  The  primary  criteria  that  will  be 
used  in  evaluating  exception  requests  in¬ 
volving  capital  expenditures,  as  defined 
in  section  1122  of  the  Social  Security  Act 
(42  U.S.C.  1320a-l)  and  its  implement¬ 
ing  regulations  (42  CFR  Part  100),  are 
the  community  need  for  the  capital  ex¬ 
penditure,  and  the  justification  for  the 
price  increase  requested.  In  addition  the 
following  procedural  rules  apply: 

(1)  The  burden  of  documenting  com¬ 
munity  need  and  price  justification  is  on 
the  hospital. 

(2)  If  a  planning  agency  designated 
by  the  governor  of  a  state  (for  example, 
an  agency  acting  pursuant  to  section 
1122  of  the  Social  Security  Act,  a  certifi¬ 
cate  of  need  agency,  or  a  rate  setting 
commission)  has  approved  on  substan¬ 
tive  grounds  a  capital  expenditure  for 
which  an  exception  is  requested,  there  is 
a  presumption  of  community  need  for  the 
expenditure. 

(3)  If  a  planning  agency  approves  a 
certificate  of  need  on  procedural  grounds 
only,  or  refuses  or  f£dls  to  act,  there  is 
no  presumptive  proof  of  community  need. 

(4)  If  a  planning  agency  denies  a  cer¬ 
tificate  of  need  on  substantive  grounds, 
or  if  a  final  determination  of  community 
need  under  section  1122  of  the  Social 
Security  Act  is  made  by  the  Department 
of  Health,  Education  and  Welfare  and 
the  determination  is  negative,  there  is 
an  adverse  presumption  against  the  re¬ 
quested  price  Increase  for  capital  and 
related  operating  expenditures. 

§  150.524  Advi!M>ry  state  actions. 

The  governor  of  each  state  and  the 
mayor  of  the  District  of  Columbia  are 
requested  to  designate  an  agency  to  ad¬ 
vise  the  Council  on  requests  for  excep¬ 
tions  to  these  regulations  or  on  any  other 
matters  that  the  Council  may  from  time 
to  time  specify. 

§  150.525  State  control  program. 

(a)  Any  State  or  the  District  of  Co¬ 
lumbia  that  has  a  health  care  price  con¬ 
trol  program  may  apply  to  the  Cost  of 
Living  Council  for  authorization  to  ad¬ 
minister  the  State  control  program  In 
heu  of  the  controls  set  forth  in  these  sec¬ 
tions  and  administered  by  the  Cost  of 
Living  Council.  The  agency  designated 
by  the  State  to  administer  the  program 
shall  submit  to  the  Cost  of  Living  Coim- 
cil  its  existing  or  proposed  rules  for  use 
by  the  agency  in  considering  requests  for 
price  increases  for  each  kind  of  acute 
care  hospital  service  under  its  jurisdic¬ 
tion. 

(b)  The  existing  or  proposed  rules 
must  be  generally  fair  and  equitable,  and 
have  substantially  the  same  effect  on 
health  care  charges  and  costs  as  set  forth 
herein;  provided,  however,  that  the  pro¬ 
visions  of  S  150.521  shall  apply  to  any 
control  program  administered  by  an 
agency  pxusutmt  to  this  section. 

(c)  If  the  Cost  of  Living  Council 
approves  the  proposed  rules  of  an 


agency.  It  will  notify  the  agency  that 
when  those  proposed  roles  are  finally 
adopted  by  the  agency  in  accordance 
with  {q>plicable  laws,  the  Cost  of  Uving 
Coimcil  will  issue  a  certificate  of  com¬ 
pliance  to  that  agency.  If  the  Cost  of 
Living  Council  approves  existing  rules  of 
an  agency,  it  will  issue  a  certificate  of 
compliance  to  that  agency. 

(d)  An  acute  care  hospital  may  place 
in  effect,  in  accordance  with  the  rules 
of  an  agency  to  which  a  certificate  of 
compliance  has  been  Issued,  any  price  in¬ 
crease  authorized  or  allowed  to  go  into 
effect  by  that  agency. 

(e)  The  decislais  of  an  agency  pursu¬ 
ant  to  rules  covered  by  a  certificate  of 
compliance  issued  under  paragraph  (c) 
of  this  section  are  not  subject  to  review 
by  the  Cost  of  Living  Council,  or  by  any 
judicial  or  other  body  which  would  not 
be  authorized  to  review  the  decisions  of 
said  agency  in  the  absence  of  the  Eco¬ 
nomic  Stabilization  Program.  The  rules 
shall  be  considered  to  be  the  rules  of  the 
agency  and  shall  not  displace  any  other 
rules  or  laws  to  which  the  agency  is  sub¬ 
ject  or  which  it  has  adopted  which  are 
not  inconsistent  with  those  rules. 

(f)  Each  agency  to  which  a  certificate 
of  compliance  has  been  Issued  tmder 
paragraph  (c)  of  this  section  shall  also 
agree  to  furnish  periodically  to  the  Cost 
of  Living  Council  such  information  as 
the  Council  may  prescribe  for  the  Coim- 
cil’s  use  in  determining  whether  the 
agency  is  following  the  rules  it  adopted 
in  its  decisions  and  practices  and  whether 
the  piurposes  of  the  Economic  Stabiliza¬ 
tion  Program  are  being  served. 

(g)  The  Cost  of  Living  Council  may 
revoke  a  certificate  of  compliance  issued 
imder  paragraph  (c)  of  this  section  at 
any  time,  or  take  such  other  action  with 
respect  to  the  certificate  as  it  considers 
appropriate,  if  it  determines  that  the 
rules  to  which  the  certificate  applies  are 
not  being  followed  or  are  not  serving  the 
purposes  of  the  Economic  Stabilization 
program.  Price  Increases  which  an 
agency  has  finally  approved,  before  a 
revocation  or  other  action  by  the  Cost  of 
Living  Council  under  this  paragraph, 
pursuant  to  rules  which  have  received  a 
Cost  of  Living  Council  certificate  of  com¬ 
pliance  shall  in  no  way  be  affected  by  the 
Coimcil’s  revocation  of,  or  other  action 
with  re!to€ct  to,  the  certificate. 

Long  Term  Care  Institutions 

§  150.528  Limitations  on  average  real¬ 
ized  revenues  per  diem. 

A  long-term-care  institution’s  average 
realized  revenues  per  diem  during  any 
fiscal  year  may  not  be  more  than  106.5 
percent  of  its  average  realized  revenues 
per  diem  during  the  preceding  fiscal  year. 

§  150.529  Application  of  limitations. 

In  applying  §  150.528,  the  following 
shall  apply: 

(a)  In  determining  the  levels  of  care 
provided  and  the  amoimt  of  average  real¬ 
ized  revenues,  an  Institution  shall  follow 
generally  accepted  accoimting  principles 
consistently  applied;  provided,  however, 
that  in  no  event  shall  an  institution 


change  the  criteria  used  during  the  pre¬ 
ceding  fiscal  year  for  determining  the 
respective  levels  of  care  for  its  patients. 

(b)  Unused  revenue  Increases  permit¬ 
ted  for  any  level  of  care  of  any  class  of 
purchaser  in  any  fiscal  year  may  not  be 
applied  in  that  year  to  any  other  level 
of  care  of  any  class  of  purchaser. 

(c)  Revenue  increases  permitted  in  one 
year  but  not  fully  Implemented  may  be 
accumulated,  but  not  compounded,  and 
only  for  the  level  of  care  of  the  class  of 
purchaser  to  which  the  increase  applied, 
and  only  in  the  next  fiscal  year  following 
the  year  in  which  the  full  allowable  in¬ 
crease  was  not  taken. 

§  150.530  Medicaid  reimbursement 
rates. 

(a)  If  a  State  agency  respcmsible  for 
administering  the  Medicaid  program 
within  that  State  wishes  to  raise  its  gen¬ 
eral  level  of  Medicaid  reimbursement  by 
more  than  6.5  percent  for  any  level  of 
care  and  obtain  an  exception  to  the  lim¬ 
itations  of  §  150.528  with  respect  thereto 
for  each  long  term  care  institution  within 
the  State,  the  State  may  demonstrate  and 
certify  to  the  Council  the  following  with 
respect  to  that  Medicaid  reimbursement 
rate  increase: 

(1)  The  former  rate,  the  date  it  was 
established,  the  new  rate,  the  percent¬ 
age  Increase,  and  the  proposed  effective 
date  of  the  new  rate. 

(2)  That  the  Increase  is  cost  related, 
as  demonstrated  by  a  valid  statistical 
sample. 

(3)  That  the  increase  is  necessary  to 
implement  and  maintain  the  minimum 
standards  of  service  required  by  Federal 
or  State  regulations,  or  both;  and 

(4)  That  the  Increase,  in  the  opinion 
of  the  agency,  is  not  Infiationary  within 
the  meaning  of  the  Economic  Stabiliza¬ 
tion  Program  guidelines. 

(b)  Within  30  days  after  receipt  of 
the  State  agency’s  certification,  the 
Council  may  take  (Hie  or  more  of  the 
following  actions: 

(1)  Require  the  State  agency  to  fur¬ 
nish  additional  information  regarding 
the  rate  increase. 

(2)  Suspend  the  30-day  period  for 
Coimcil  action. 

(3)  Issue  the  State  agency  a  certificate 
of  compliance. 

(4)  Refuse  to  issue  the  State  agency 
a  certificate  of  compliance. 

(c)  If  the  Council  Issues  a  certificate 
of  compliance  to  a  State  agency  or  fails 
to  take  any  action  within  the  time  speci¬ 
fied,  then  long-term  care  institutions  in 
that  State  are  not  subject  to  the  limita¬ 
tions  contained  in  §  150.528  with  respect 
to  their  average  realized  revenues  de¬ 
rived  from  levels  of  care  covered  by  the 
State  agency’s  certification. 

(d)  If  the  Council  refuses  to  issue  a 
certificate  of  compliance  to  a  State 
agency,  then  long-term  care  institutions 
in  that  State  remain  subject  to  all  the 
limitations  contained  in  S  150.528. 

§  150.531  Special  prii-ing  rules. 

(a)  The  price  for  a  new  level  of  care, 
for  a  service  or  property  provided  by  a 
new  facility  and  for  a  service  or  property 
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provided  by  a  long  term  care  institutiMi 
serving  a  new  market  shall  be  determined 
as  follows: 

(1)  To  the  maximum  extent  possible, 
the  price  of  the  level  of  care  or  of  the 
service  or  property  shall  be  the  average 
price  received  in  a  substantial  niunber  of 
current  transactions  by  comparable  in¬ 
stitutions  providing  comparable  levels  of 
care  or  comparable  health  care  services 
and  properties.  If  there  are  no  compa¬ 
rable  institutions  with  similar  debt  serv¬ 
ice  and  depreciation  costs,  the  Incre¬ 
mental  amoimt  of  these  costs  may  be 
reflected  in  the  price. 

(2)  If  comparable  levels  of  care  or 
comparable  health  care  services  are  not 
provided  by  comparable  institutions,  then 
the  instltuticHi  may  use  any  other  pricing 
practice  commonly  used  by  other  insti¬ 
tutions,  with  the  adjustment  for  debt 
service  and  depreciation  costs  commonly 
used  by  other  institutions,-  permitted  by 
paragraph  (a)  (1)  of  this  section. 

(b)  Tlie  revenues  derived  from  the 
provislcm  of  a  new  level  of  care,  from  the 
provision  of  a  service  or  property  by  a 
new  facility  and  from  the  provision  of  a 
service  or  property  by  a  long  term  care 
institution  serving  a  new  market  are  not 
subject  to  the  limitations  contained  in 
:  150.528. 

(c)  Each  institution  which  prices  a 
property  or  service  provided  by  or  in  a 
new  facility  or  new  market,  respectively. 
In  accordance  with  paragraph  (a)  of  this 
section  shall  submit  justiflcation  for 
those  prices  to  the  Cost  of  Living  Council 

cm  CLC  Form _ at  the  ^d  of  the  flscal 

year  in  which  the  price  was  implemraited. 

§  150.532  Price  schedules. 

Each  long  term  care  institution  shall 
maintain  at  each  of  its  facilitfes  a  sched¬ 
ule  showing  its  prices  for  all  services 
provided  to  private  pay  patients  on  the 
last  day  of  the  preceding  flscal  year,  and 
each  subsequent  change  in  such  a  price 
and  the  date  such  change  was  made.  The 
schedule  shall  be  made  available  for  pub¬ 
lic  inspection,  and  a  copy  shall  be  fur¬ 
nished  to  the  public,  to  third  party  pay¬ 
ors,  and  to  a  representative  of  the  Cost 
of  living  Coimcil  upon  request.  Each  in¬ 
stitution  shall  post  a  conspicuous  and 
easily  readable  sign  in  each  of  its  facili¬ 
ties  stating  the  availability  aild  location 
of  the  schedule.  No  price  may  be  in¬ 
creased  before  the  sign  is  posted  and  the 
schedule  is  made  available. 

§  150.533  Reporting  procedures. 

Each  long  term  care  institution  shall, 
within  120  days  after  the  end  of  each 
flscal  year,  submit  a  completed  CLC 

Form _ to  the  Cost  of  Living  Coxmcil, 

OfiBce  of  Health,  Compliance  Division, 
2000  M  Street,  NW.,  Washington,  D.C. 
20508. 

§  150.534  Exceptions;  advisory  state  ac¬ 
tions  ;  state  control  program. 

The  provisions  of  §  150.523,  §  150.524, 
and  §  150.525  relating  to  exceptions,  ad¬ 
visory  state  acticxis  and  state  control 
programs  for  acute  care  hospitals,  also 
apply  to  long  term  care  institutions. 


Health  Maintenance  Organizations  and 
Health  Maintenance  Organization 
Providers  of  Health  Care 

§  150.536  Criteria  for  rate  increases. 

(a)  Except  as  provided  in  paragraphs 
(b)  and  (c)  of  this  section,  each  rate  in¬ 
crease  put  into  effect  by  an  HMO  after 
December  31, 1973,  which  would  increase 
the  rate  above  the  level  in  effect  on  that 
date,  must  be  consistent  with  the  follow¬ 
ing  criteria: 

(1)  Actual  costs  may  be  used  in  the 
customary  manner  in  the  ratemaking 
process. 

(2)  Factors  in  the  ratemaking  process 
or  in  the  actual  determination  of  the 
final  rate  that  relate  to  or  reflect  changes 
in  claim  frequency,  occurrence  or  utiliza¬ 
tion,  or  similar  changed  conditions  of 
risk  may  be  used  in  accordance  with  cus¬ 
tomary  practice  provided  such  factors 
are  supported  statistically. 

(3)  Administrative  expenses  may  be 
loaded  on  an  actual  cost  basis,  if  statis¬ 
tically  supported.  If  factors  for  adminis¬ 
trative  expenses  are  loaded  as  a  percent¬ 
age  of  the  rate,  they  must  be  limited  to  a 
maximiun  of  a  5-percent  increase  in  the 
dollar  amount  represented  by  the  loading 
that  was  used  in  the  prior  rate. 

(4)  Any  profit  portion  of  the  rate, 
whether  loaded  as  a  percentage  of  the 
rate  or  a  dollar  amoimt  per  contract, 
must  be  limited  to  a  2. 5 -percent  increase 
in  the  dollar  amoimt  represented  by  the 
loading  for  the  profit  that  was  used  in 
the  prior  rate.  For  purix>ses  of  this  sec¬ 
tion,  any  portion  of  the  rate  which  is 
classified  as  a  contribution  to  reserve, 
contingency  reserve  or  similar  element 
where  a  profit  as  such  is  not  a  part  of  the 
ratemaking  process,  shall  be  treated  as 
the  profit  provision. 

(5)  Factors  in  the  ratemaking  process 
anticipating  costs  or  price  increases  may 
be  us^,  if  statistically  supported,  in  ac¬ 
cordance  with  customary  practice  in  the 
ratemaking  process,  subject  to  the  fol¬ 
lowing  restrictions: 

(1)  For  that  portion  of  the  factor  that 
represents  the  provision  of  inpatient  care 
in  an  acute  care  hospital,  if  the  contract 
between  the  HMO  and  the  acute  care 
hospital  is  on  a  percentage  of  charge  or 
fixed  charge  per  admission  basis  the  in¬ 
crease  is  limited  to  7.5  percent  per  ad¬ 
mission  per  year;  if  the  contract  is  on  a 
fixed  charge  per  capita  basis,  the  in¬ 
crease  is  limited  to  9  percent  per  capita 
per  year;  or  if  the  acute  care  hospital 
is  owned  or  operated  by  the  HMO,  the  in¬ 
crease  is  limited  to  9  percent  of  its  in¬ 
patient  operating  expenses  per  year. 

(ii)  For  that  portion  of  the  factor  that 
represents  the  provision  of  outpatient 
hospital  care,  the  increase  is  limited  to  6 
percent  per  procedure  per  year. 

(iii)  For  that  portion  of  the  factor 
that  represents  the  provision  of  health 
care  by  a  medical  practitioner,  if  the 
contract  is  on  a  fee-for-service  basis  the 
Increase  is  limited  to  4  percent  per 
charge  per  year;  or  if  the  contract  is  on 
a  fixed  dollar  amoimt  or  per  capita  basis, 
the  increase  is  limited  to  6.2  percent  per 
year. 


(iv)  For  that  portion  of  the  factor  that 
represents  the  provision  of  inpatient  care 
by  a  long  term  care  institution,  the  in¬ 
crease  is  limited  to  6.5  percent  in  average 
realized  revenues  per  diem  per  year. 

(b)  A  rate  Increase  approved  by  the 
Cost  of  Living  Council  on  or  before 
December  31, 1973  but  not  put  into  effect 
by  the  HMO  prior  to  that  date  may  be 
put  into  effect  according  to  its  terms. 

(c)  A  new  HMO  is  not  subject  to  the 
limitations  set  forth  in  paragraph  (a)(5) 
of  this  section. 

§  150.537  Change  in  rateniaking  for¬ 
mula. 

No  HMO  may  change  a  ratemaking 
formula,  procedure,  or  technique,  or 
other  element  in  the  ratemaking  process 
unless — 

(a)  The  change  will  not  result  in  an 
overall  rate  increase;  or 

(b)  The  change  is  necessitated  by  leg¬ 
islation  or  regulation  promulgated  in  a 
particular  jurisdiction;  or 

(c)  Written  approval  has  been 
granted  by  the  Cost  of  Living  Council. 

§  150.538  Prenotification. 

Each  prenotifler  shall  file  a  written 
notice  with  the  Cost  of  Living  Council 
and  the  appropriate  State  regulatory 
agency  of  the  State  to  which  the  rate 
Increase  is  applicable  or  the  State  regu¬ 
latory  agency  of  the  HMO’s  domicile 
when  a  rate  increase  Is  proposed  for  use 
In  more  than  one  State,  of  each  pro¬ 
posed  rate  increase  In  excess  of  5  per¬ 
cent  which  affects  $500,000  or  more  of  its 
annual  revenues  under  the  existing  rate. 
Each  HMO  submitting  a  notice  under 
this  section  shall  certify  to  the  Cost  of 
Living  Council  and  the  State  regulatory 
agency  that  the  proposed  rate  increase 
conforms  to  the  requirements  of  §§  150.- 
536  and  150.537.  The  certification  must 
be  signed  by  the  chief  executive  ofBcer 
of  the  prenotifler  or  by  an  individual  to 
whom  he  has  delegated  that  authority. 
A  copy  of  the  delegation  must  be  filed 
with  the  Cost  of  Living  Council. 

§  150.539  Certification  by  State  regu¬ 
latory  agency. 

A  State  regulatory  agency  may  agree, 
in  writing,  with  the  Cost  of  Living  Coun¬ 
cil  to  certify  that  the  rate  increases  of 
which  it  has  received  prenotification 
under  §  150.538  are  or  are  not  in  compli¬ 
ance  with  §§  150.536  and  150.537.  Each 
agency  entering  into  such  agreement 
with  the  Cost  of  Living  Council  shall 
furnish  its  certification  to  the  Council 
(with  a  copy  to  the  HMO)  within  20  days 
after  it  receives  the  notice.  A  certification 
by  an  agency  under  this  section  is  prima 
facie  evidence  that  the  proposed  rate  in¬ 
crease  is  or  is  not  in  compliance  with 
§§  150.536  and  150.537. 

§  150.540  Sclf-oerlification. 

Whenever  a  prenotifler  cannot  obtain 
a  certification  of  a  rate  increase  from  a 
State  regulatory  agency  in  accordance 
with  §  150.539  because: 

(a)  There  is  no  State  regulatory 
agency : 
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(b)  The  State  regulatory  agency  con¬ 
cerned  not  agreed  to  furnish  certifi¬ 
cation  under  that  section;  or 

(c)  The  State  regulatory  agency  did 
not  act  upon  the  filing  within  the  period 
required  under  this  section;  the  prenotl- 
fier  shall  immediately  notify  the  Cost  of 
Living  Council  that  it  cannot  obtain  the 
certification  and  may  request  the  Coun¬ 
cil  to  act  upon  the  certification  filed  with 
it  under  §  150.538. 

§  150.541  Federal  Employees  Health 
Benefits  Law. 

The  Cost  of  Living  Council  designated 
the  UJ3.  Civil  Service  Commission  to  act 
as  certifying  agent  for  contracts  of 
HMO’s  under  the  Federal  Employees 
Health  Benefits  Law.  Each  prenottfier 
that  proposes  to  increase  rates  under  a 
Fede^  Health  Benefits  contract  by  more 
than  5  percent  shall  file  notice  thereof 
with  the  Cost  of  Living  Council  that  the 
Increase  is  or  is  not  in  compliance  with 
S  150.536  and  that  certification  is  prima 
facie  evidence  of  compliance  or  non- 
compliance.  A  rate  certified  by  the  Civil 
Service  Commission  as  being  in  compli¬ 
ance  may  go  into  effect  tm  any  date,  spec¬ 
ified  by  that  Commission,  that  is  at  least 
10  days  after  the  date  of  the  certifica¬ 
tion,  and  at  least  30  days  after  the  date 
of  prenotification. 

§  150.542  Cost  of  Living  Council 
actions. 

(a)  With  respect  to  any  rate  increase 
certified  by  a  State  regulatory  agency 
under  S  150.539,  or  self -certified  by  a 
prenotlfier,  the  Cost  of  Living  Coxmcil 
may.  within  30  days  after  the  State  regu¬ 
latory  agency  received  the  proiotlfica- 
tlon,  or  within  30  days  after  the  Cost 
of  Living  Council  receives  the  prenotifica¬ 
tion  under  S  150.538,  take  one  or  more 
of  the  f(^owlng  actions: 

(1)  Require  the  HMO  to  furnish  addi¬ 
tional  Information  regarding  the  in¬ 
crease. 
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(2)  Delay  the  ^ective  date  of  the  in¬ 
crease  pending  further  Council  action. 

(3)  Suspend  all  or  part  of  the  effect 
of  the  increase,  pending  further  action 
by  the  Cost  of  Living  Council  or  by  the 
State  regiilatory  agency. 

(4)  Limit,  refuse,  rescind,  reduce,  or 
modify  the  increase. 

(b)  If  the  Cost  of  Living  Council 
does  not  act  upon  a  request  imder  this 
secticHi  before  the  end  of  the  thirtieth 
day  as  described  above,  the  Increase 
may  go  into  effect.  However,  in  any  case 
in  which  that  period  would  otherwise 
end  on  a  Saturday.  Sunday,  or  Federal 
holiday,  it  will  end  at  the  close  of  the 
next  succeeding  workday.  However,  if 
after  implementation  of  the  rate  increase 
the  Council  finds  that  the  increase  is 
inconsistent  with  the  rules  of  this  sub¬ 
part  or  unreasonably  inconsistent  with 
the  goals  of  the  Economic  Stabilization 
Program,  it  may  issue  an  order  modify¬ 
ing,  deferring,  suspending  or  disapprov¬ 
ing  the  rate  increase.  A  prenotification  to 
a  State  regulatory  agency  which  has  been 
certified  by  that  agency  as  being  not  in 
compliance  with  §S  150.536  and  150.537 
may  not  be  placed  into  effect  unless  the 
written  approval  of  the  Cost  of  living 
Council  has  been  granted. 

§  150.543  HMO  rates  subject  to  State 
laws. 

Approval  of  an  HMO  rate  Increase  or 
rating  formula  imder  these  sectl(»is  does 
not  authorize  the  use  of  a  rate  or  formula 
in  contravention  of  any  applicable  State 
law. 

§  150.544  Reporting. 

Each  HMO  shall  file  an  annual  report 
with  the  Cost  of  Living  Council  with  a 
copy  to  the  aiq;>ropnate  State  regulatory 
agency  at  the  time  it  normally  releases 
its  annual  reports,  but  in  any  event  no 
later  than  120  days  after  the  end  of  the 
fiscal  year.  'Hiis  report  shall  include  in¬ 


formation  specified  by  the  Cost  of  Liv¬ 
ing  Coimcil  on  a  form  to  be  prescribed 
by  the  Council. 

§  150.545  HMO  providers  of  health 
care. 

(a)  An  HMO  provider  of  health  care 
that  is  an  acute  care  hospital  is  limited 
to: 

(1)  In  the  provision  of  outpatient  care, 
an  increase  in  its  charges  of  6  percent 
per  procedure  per  year; 

(2)  In  the  provision  of  inpatient  care: 

(i)  An  increase  in  its  charges  of  7.5 

percent  per  admission  per  year.  If  the 
contract  betv’een  the  HMO  and  the  acute 
hospital  is  on  a  percentage  of  charge  or 
fixed  charge  per  admission  basis;  or 

(li)  An  increase  in  its  charges  of  9 
percent  per  capita  per  year,  if  the  con¬ 
tract  is  on  a  per  capita  basis;  or 

(ill)  An  increase  in  its  inpatient  oper¬ 
ating  expenses  of  9  percent  per  capita 
per  year  if  that  acute  care  hospital  is 
owned  or  operated  by  the  HMO. 

(b)  An  HMO  provider  of  hecdth  care 
that  is  a  medical  practitioner  is  limited 
to: 

(1)  An  Increase  of  4  percent  per  year 
in  his  aggregate  weighted  price,  com¬ 
puted  on  the  preceding  calendar  year’s 
billings,  for  all  services  and  property,  if 
the  contract  between  the  HMO  and  the 
practitioner  is  on  a  fee-for-service  basis; 
or 

(2)  An  Increase  in  its  charges  of  6.2 
percent  per  year,  if  the  contract  is  a  fixed 
dollar  amoimt  or  on  a  per  capita  basis. 

(c)  An  HMO  provider  of  health  care 
that  is  a  long  term  care  institution  is 
limited  to  an  increase  of  6.5  percent  per 
year  in  its  average  realized  revenues  per 
diem. 

(d)  An  HMO  provider  of  besdth  care 
is  excluded  from  the  limitations  of  para- 
grsmhs  (a) ,  (b) ,  and  (c)  of  this  section 
if  it  is  providing  health  care  for  an  HMO 
that  is  a  new  HMO. 

[FR  Doc.73-23874  PUed  11-6-73:10:20  am] 
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